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To our shareholders 


1970 was a year of widespread economic recession affecting almost every type 
of business in the country. Companies were hit by a succession of labour disputes 
and unemployment rose to its highest level in many years. The chemical industry 
suffered right along with everyone else and of particular interest to us was 
the fact that sales in the Canadian paint industry were down 2.5% according to the 
Dominion Bureau of Statistics. On the brighter side, prospects for 1971 are 
encouraging with reliable forecasts predicting a general building boom which will 
have a direct beneficial affect on our business. In spite of last year’s disturbing 
national economic trend your Company recorded a sales increase of 8.5%; $804,097. 
Admittedly, our earnings per share have dropped some 20¢ and it is perfectly 
logical to ask why. The answers to this question are equally logical. 1970 saw 
expansion and company reorganization on a variety of levels at an unprecedented 
rate. The decision to make these changes came during the fiscal year with 
the bulk of resultant expenses being assumed and paid during the fourth quarter. 
These expenses are reflected in this financial report but benefits of the spending 
will be seen for years to come. Certainly there will be some additional 
capital costs but they will be comparatively less than this year and savings resulting 
from sweeping corporate changes will continue to increase. 
Most significant of changes was your Board’s decision to combine Tonecraft 
with Color Your World, presenting one solid public image. For some time we 
have been selling Color Your World as ‘brand name paint at half the price?’ 
Now all our stores will become Color Your World outlets. We will be phasing 
out the Tonecraft identification and some of the smaller stores will be closed to 
combine with Color Your World. 
This greater efficiency will give us more sales per square foot with a minimum 
aim of 5,000 square feet per store. It has become overwhelmingly apparent 
that unification is the key to increased profits. It allows us to provide 
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more efficient advertising, production, management and business systems while 
maintaining top quality products at competitive prices. In line with the 
transformation, our ten Vancouver based Golden Crown Stores will also become 
Color Your World. Across the country we will have one inventory and one 
label design for all our paints. Presently there are some 30 different labels 
and label sizes. Under the new system there will be a single label design in 
4 or 5 sizes. To accommodate this we set about the formidable task of 
establishing a whole new product identification system with Color Your World, 
a Tonecraft paint. A first step called for redesigning and standardization 
of all our labels. By the beginning of April 1971 this new look will be complete 
and on the retail shelves. 

All the old product identification will be gradually phased out as present 
inventories are soid. 

At our annual meeting we will seek the shareholders’ approval to change 
the Company’s corporate name to Tonecraft Limited. While still focusing our major 
attention on paint sales the new name will accommodate our product 
diversification plan. We are pleased to report complete acceptance and success 
of this program in more than twenty of our stores which offer a variety of 
home decorating items for sale. Very simply, we know that paint gets a customer into 
our stores; that’s what he wants to buy. But, at the same time if he’s painting, 
it’s likely that he’ll also be interested in a wide range of home decorating 
items, So we make it easy for him by having these products on our shelves. 
We are now selling carpeting products, mirrors, pictures, lamps, floor tiles and 
many other items, all on a cash-and-carry basis. The emphasis is on home 
decorating lines, not hardware, and to establish this fact we set up a sample store 
in Toronto. We have instituted a merchandising education program and have been 
bringing in branch managers from across the country to see the system in action. 


To aid efficiency and provide our customers with even better service we have 
been carrying out trial runs on the expansion of our existing computer system 
installed a few years ago. Two of our stores now have direct cash register in-put 
by magnetic tape to our Toronto head office computer. This allows for daily 
inventory updating on specific products and a 24 hour tally of sales. At 
this point, tests indicate that application of the system to all branches would 
have an extremely beneficial affect on our total corporate operation. We 
have every confidence that full adaptation of this system in planned stages will 
provide us with a completely flexible procedure tailored to our needs. 

On the manufacturing side we have radically redesigned our main facilities 
in Toronto, changing to an automated system which will result in much larger 
paint production capacities. In fact, we can now turn out twice as much volume as 
ever before, enabling us to proceed with promotion plans aimed at increasing 
our sales by raising the over-all demand. We will no longer be faced with every 
manufacturer’s frustrating possibility of having a backlog of orders and 
not enough product to ship. On the contrary, we will be in the enviable position 
of balancing supply to a greatly increased, new demand. ? 

These vastly improved capabilities are the result of unique equipment 
designed by the principals of your company to meet our specific needs. Our factory 
is unique and plays a vital role in keeping Tonecraft among the leaders in 
our industry. Tonecraft continues to be the largest Canadian owned paint company 
and the country’s number one supplier of paint to the building trade. 

Considerable economic demands have also been placed on the Company's 
resources with the construction of new retail outlets and the upgrading of 
some existing stores. Currently, we have 52 stores in operation. During 1970 we 


had openings in Winnipeg and in two Toronto locations. Upgrading programs were 
completed in Surrey, British Columbia, Sudbury and Kitchener, Ontario. Under 


construction are two Vancouver stores and one each in Burlington, Ontario; Calgary, 
Edmonton and Ottawa. These are all scheduled to open in the Spring of 1971. It has 
been our constant experience that the first year of operation in any new location 

is a costly one. Indeed, our forecasts always allow for a loss during that initial period 
due to opening costs and the expense of establishing business in a new community. 
Because of this it comes as no surprise when start-up costs affect the annual 
statement. Once the first year is out of the way however, the economic benefits of 
an expanded chain of sales outlets become completely evident. For example, as 
recent as three years ago retail trade accounted for only 10% of our business but 
today it is responsible for 43%. This broadening of the market base indicates a healthy, 
growing trend for your company. 

While on the subject of increased costs it should be noted that depreciation 
expenses are up $116,561 over our last fiscal year. This results from the now wholly 
owned Toronto factory, and six new branches not depreciated in 1969. This represents 
a 106.3% increase which substantially affects the current report. 

Due to the combining of Color Your World and Tonecraft we are now in a position 
to immediately start our associate dealers program. With our system there is no 
franchise fee but each store sells at uniform prices. 7 

Tonecraft/Color Your World had its beginnings in 1918 at a location on the corner 
of College Street and Gladstone Avenue in Toronto. Here W. A. Strongman and his 
family ran a paint and wallpaper store for many years. In 1948 we started making 
our own paint in the basement of that store. In 1970 we recorded our highest sales 
ever and used this opportunity to expand our business bao he See sie: 
foundation providing the groundwork for successful years to ve. 7. 
come. The future lies bright before us and as Directors of 
your Company we face its challenge with constant vigor and DA Lt) tt# pee 2A 
a well-planned sense of confidence. D. R. Strongman, Director 


B. F. Strongman, Director 
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Financial Highlights 1970 1967 
Sales SAOvSi7 $9,513 $7,495 $6,267 
Net earnings before taxes 892 1,056 889 744 
Net earnings after taxes 429 503 435 365 
Earnings per common share 0.92 altel 1.05 ORil 
Dividends per common share 0.20 0.20 0.20 0.20 
Working capital 1,192 dpo55 698 1,200 
Depreciation 226 110 12 Bi 
Total assets 8,364 6,828 4,932 3,039 
Shareholders equity 4,208 3)453 2,743 209s 
Number of common shares outstanding, year end 466,004 446,264 412,814 399,114 


Tonecraft Paints Limited 


Incorporated under the laws of Ontario 


and Subsidiary Companies 


Consolidated Statement of Earnings and Retained Earnings 
Year ended December 31, 1970 (with comparative figures for 1969) 


Thousands of dollars 


1970 1969 

Sales $10,317 $9,512 
Cost of goods sold 5,586 5,149 
Gross profit 4,731 4,363 
Operating expenses other than interest on mortgages 3,728 3,241 
Interest on mortgages hl 66 
3,839 8) SiO 

Income before income taxes 892 1,056 
Income taxes 463 553 
Net income for the year 429 503 
Retained earnings, beginning of year 2,598 2,186 
3,027 2,689 

Dividends preference shares 2 2 
common shares 93 89 

gS 91 

Retained earnings, end of year $ 2,932 $2,598 


Consolidated Balance Sheet 


(with comparative figures at December 31, 1969) 


December 31, 1970 (Note 1) 


Thousands of dollars 


1970 1969 
Current assets Cash $ 38 $ 56 
Accounts receivable OB 914 
Income taxes recoverable 42 — 
Inventories (note 2) PWS 2,086 
Prepaid expenses 44 48 
Total current assets Soul 3,104 
Current liabilities Bank advances, against which book debts have been pledged 1 Ue 936 
Accounts payable and accrued liabilities 844 Sie | 
Income taxes payable — 89 
Principal due within one year on non-current liabilities 90 aos 
Total current liabilities 2,124 1,549 
Working capital (net current assets) 1,192 WSIS 
Other assets Land, buildings and equipment at cost (note 3) 5,081 3,612 
Less accumulated depreciation 759 563 
Al ye 3,049 
Excess of cost of shares over book value at 
dates of acquiring shares of subsidiaries SS2 eye 
Goodwill at cost 142 142 
Deferred expenses less amortization (note 4) 52 — 
Special refundable tax — 1 
Excess of assets over current liabilities 6,240 5,279 
Non-current liabilities Term bank loan (note 5) 650 700 
ortgages payable (note 6) 1,425 128s 
ZO 1,933 
Less principal included in current liabilities 90 tes 
1,985 1,780 
Deferred income taxes (note 7) 47 46 
2,032 1,826 
Excess of assets over liabilities 4,208 S08 
Shareholders’ equity Capital stock (note 8) 
Authorized: 
9,740 (10,760 in 1969) 4% preference shares, 
convertible, issuable in series and 
redeemable at par value of $5.00 each. 
500,000 common shares without par value 
Issued: 
9,740 Series A preference shares 
(10,760 shares in 1969) 49 54 
466,004 common shares (446,264 in 1969) heer 801 
1,276 855 
Retained earnings 2,982 2,598 
$4,208 $3,453 


The attached notes form an integral part of these statements. 


Approved by the Board 


= 
BR Poogrne 


B. F. Strongman, Director 
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D.R. Strongman, Director 


Tonecraft Paints Limited 
and Subsidiary Companies 


Consolidated Statement of Source and Application of Funds 


Year ended December 31, 1970 (with comparative figures for 1969) 


Thousands of dollars 


1970 1969 
Source of funds Operations: 
Net income for the year $ 429 SS Bios! 
Add items not involving a current outlay of funds: 
Depreciation and amortization 226 110 
Deferred income taxes 1 36 
Loss on disposal of fixed assets 3 = 
659 649 
|ssue of common shares in settlement of promissory note — 299 
Mortgage proceeds 447 980 
Term bank loan less current portions — 650 
Sale of fixed assets 1 55 
Special refundable tax 2 9 
1,109 2,642 
Application of funds Purchase of property at 10 Carson Street (note 3) 
Cost 764 = 
Deduct consideration not involving current funds 
Company property less applicable mortgages 126 -— 
Mortgage assumed 217 ~- 
Common shares 421 — 
764 = 
Other fixed asset additions Te 1,062 
Deferred expenses 64 — 
Dividends on preference shares 2 2 
common shares 93 89 
Acquisition of subsidiaries = 5 
Decrease in non-current portion of liabilities 196 107 
1,472 pes 
Working capital Increase (decrease) in working capital (363) 857 
Beginning of year i555 698 
End of year $1,192 $1,555 


Notes to the Consolidated Financial Statements 


Year ended December 31, 1970 


Thousands of dollars 


1970 1969 
1. Basis of consolidation The subsidiaries, all of which are wholly-owned are: 
Geo. C. Henderson Limited and its wholly-owned subsidiary 
Tonecraft Paints (B.C.) Limited,and Golden Crown Sales Ltd. 
2. Inventories Raw materials 219 210 
Tonecraft products 1,209 1,286 
Colorants 41 45 
Resale merchandise 686 545 
$2,155 $2,086 
The above are valued at the lower of cost and replacement cost. 
3. Fixed assets 1970 1969 
Accumulated 
Cost Depreciation Net Net 
Land 1,688 1,688 (ees 
Paving 18 2 16 6 
Buildings under construction 88 
Buildings 2,233 ley 2,096 1,292 
Storage tanks 38 8 30 10 
Machinery and equipment 934 504 430 396 
Automotive equipment 62 44 18 19 
Leasehold improvements 108 64 44 3 
$5,081 759 4,322 3,049 


On January 2, 1970,Tonecraft Paints Limited purchased the property which it had been renting at 
10 Carson Street, Toronto. This building was purchased for its appraised value of $763,674 from 
W. A. Strongman and Sons Limited. Consideration was the sale of two properties to W. A. 
Strongman and Sons Limited, the issue to that company of 19,140 common shares of Tonecraft 
Paints Limited at $22 per share and the assumption by the parties of the related mortgages. 


The estimated cost to complete building and equipment additions is $412,000. 


The companies calculate depreciation on the diminishing balance basis at the maximum rates 
allowed by the Income Tax Act. 


4. Deferred expenses 


Deferred expenses are the costs incurred prior to the opening of new stores and are being 
amortized over a thirty-six month period. 


5. Term bank loan 


The term bank loan is payable on demand. Arrangements have been made whereby the loan is 
payable over six years; $50,000 in 1971 and the balance of $600,000: in equal annual instalments 
over the next five years, subject to the annual review. 


Tonecraft Paints Limited 
and Subsidiary Companies 


Notes to the Consolidated Financial Statement (continued) 
Year ended December 31, 1970 


6. Mortgages payable Balance at end of year. 
Due Rate of Interest 1970 1969 
1970 9% 80,000 
1971 9% 40,000 
1973 9% to 10% 85,412 82,704 
1974 Hi WING 580,975 856,854 
1975 8 to 11% ZS) ASI 4 
1976 8to 9% 127,393 
1978 8V%4 % 146,746 150,358 
1987 8% 23,145 23,781 
1988 TYs % WSS 201 
1990 10% 88,869 
$1,425,428 $1,233,697 

Principal payments due within each of the next 5 years 
WA $ 40,395 
1972 43,770 
ilies: 116,000 
1974 565,000 
1975 Sl Ava) 

$1,082,590 

7. Income taxes The company charges earnings with income taxes currently payable and also with income taxes 


deferred by claiming capital cost allowances in excess of depreciation recorded in the accounts. 
The accumulated total of such income tax deferments is reflected in the balance sheet as 
“Deferred Income Taxes”. 


8. Capital stock The 4% preference shares are convertible at the rate of 82 preference shares to 5 common 
shares. During the year 600 common shares were issued pursuant to the conversion of 1,020 
preference shares. 


In addition, 19,140 common shares were issued as part of the consideration for the acquisition 
of the property at 10 Carson Street, Toronto, (see note 3). ‘ 


9. Other statutory information 1970 1969 
Depreciation 214,791 109,624 
Amortization (see note 4) 11,394 


Remuneration of directors and senior officers 119,261 116,286 


Auditors’ Report 


To the 
Shareholders of 
Tonecraft Paints Limited 


We have examined the consolidated ba 
sheet of Tonecraft Paints Limited and 


ance 


subsidiary companies as at December 31, 1970 
and the consolidated statements of earnings and 
retained earnings and source and application of 
funds for the year then ended. Our examination 
included a general review of the accounting 
procedures and such tests of accounting 
records and other supporting evidence as we 


Thorne, Gunn, Helliwell & Christenson 
Chartered Accountants 


Toronto, Canada, February 18, 1971 


considered necessary in the circumstances. 

In our opinion these consolidated financial 
statements present fairly the financial position 
of the companies as at December 31, 1970 and 
the results of their operations and the source 
and application of their funds for the year then 
ended, in accordance with generally accepted 
accounting principles applied on a basis 
consistent with that of the preceding year. 


Tonecraft Paints Limited 
and Subsidiary Companies 
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Factory locations in Toronto and 
Vancouver distribute across 
Canada. 


1970 
HALF - YEARLY 
STATEMENT 

TO 
SHAREHOLDERS 


1970 HALF-YEARLY REPORT 


Your Directors have declared a dividend for the 
quarter ended June 30, 1970 of 5¢ a share on the capital 
stock of the Company, payable August 17, 1970 to share- 
holders of record August 3, 1970. 


Sales for the first half of 1970 of $5,042,396 
compare with sales of $4,596,165 for the first half of 
1969 and reflect an increase of $446,231 or 9.7%. Net 
earings after income taxes for 1970 were $348,912 
compared with $318,359 in 1969, showing an increase of 
$30,553 or 9.6%. The above earings per share are 
equal to 75¢ against 71.6¢ for the same period last year. 
The eamings per share in 1970 are based on 465,904 
common shares compared with 444,264 common shares 
in 1969 for an increase of 21,640. 


Your Directors are pleased with the above results 
obtained within the first half of 1970 and anticipate that 
the same rate of growth and profit will continue through 
the third quarter. 


August 1, 1970 B.F. STRONGMAN, Secretary-Treasurer. 
Div. No. 20 


onecraft Paints Ltd>and-Subsidiary — 
STATEMENT OF PROFIT AND LOSS 


CONSOLIDATED STATEMENT 
For the six months ended June 30, 1970. 


1970 1969 


Sales $ 5,042,396 $ 4,596,165 
Cost of Goods Sold 2,610,759 2,422°397 
Gross Profit on Sales 2,431,637 2,173,768 
Operating Expenses 1,547,555 1,399,378 


Profit from Operations 
before undernoted expenses 884,082 77 4,390 


Provision for Depreciation 96,599 38,669 


Remuneration of Directors 
and Senior Officials 60,583 63,620 


Net Operating Profit 726,900 672,101 


Provision for Taxes 377 ,988 353,742 
Net Profit for Period 348,912 318 7359 


Earnings per share 75¢ 71.6¢ 


The 1970 figures are unaudited and subject to year-end adjustments. 


Tonecraft Paints Ltd. and Subsidiary 


SOURCE AND APPLICATION OF FUNDS 


COMPARATIVE STATEMENT 
For the six months ended June 30, 1970. 


FUNDS PROVIDED 
Net income from operations 


Add: Charges to operations 
not affecting working capital — 


Depreciation 


Mortgage Advances (long term) 
Reduction of Other Assets 
Redemption of Note Payable 


Issue Common Stock 
(19,140 shares) 
(in part payment for factory bldg. 


1,182,365 


FUNDS APPLIED 
Additions to Fixed Assets 
Payment of Dividends 


Mortgage Payments 


1,064,787 


Increase in Working Capital 


Working Capital at January 1 


1970 
348,912 


96,599 
445,511" 


314, 138 
1,641 


421,075 


737,764 
47,203 
279,820 


117,578 


1,554,924 
1,672,502 


1969 
318,359 


38,669 


357 ,028 
813,831 

27935 
299,000 


1,472,774 


971,202 
44,967 

3,015 

1,019, 184 
453,590 
697,610 
$1,151,200 


